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Abstract 
Available data indicate that economic conditions, exports performance and foreign 
direct investment from Malaysia increased significantly in the 1990s. Existing 
literature on the internationalization of firms is based on the study of firms from 
developed countries and does not directly apply to the case of firms based in 
developing economies, and Malaysia particularly. Based on this phenomenon, this 
study attempts to examine the process of internationalization among Malaysian 
firms into the foreign markets and compare the internationalization process of 
Malaysian firms with other developed countries. This study will contribute to the 
knowledge gap with empirical data from rapidly internationalizing firms, in respect 
of the Malaysian firms' experiences, organizational learning and capability creation 
that will offer fruitful approaches to understanding the dynamic of firms' expansion. 
The resulting model could assist policy makers to improve existed support 
programs for businesses to overcome barriers and enhance performance in 
internationalization process. 
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The Internationalization of Malaysian Firms into Foreign Markets 
Introduction 
1. 1 Background of Study 
Internationalization is v!ewed as the process through which a firm moves from operating 
solely in its domestic marketplace to international markets (, 1993; Buckley and Casson 1998 
O' Farrell et al 1998) Firms' internationalization is an essential way to strengthen the 
competitiveness in marketplace. The internationalization of the firm from developing countries, 
as well as the process of developing, managing and controlling international business strategies 
and operations, have been the object of numerous studies conducted by researchers al over the 
world. Several authors, have noted this since the early 1980s and even in the new millennium, 
firm internationalization has become an exciting study avenue. (Lall, 1983; Kumar, 1995; Page 
1998; Aykut and Ratha, 2003, and U N C T A D , 2004). The rise in foreign direct investment (FDI) 
from developing countries and economies, in transition, is an interesting phenomenon. Most FDI 
has been by Asian firms establishing footholds in other Asian countries but there has also been 
investment in developed countries such as the U.S.A and EU. Total investment by developing 
countries began to extend upward from about 1 % of total foreign investment flows in the late 
1970s to 4 % in the mid 1980s and 6 % by 1990. Then, after a peak in the 1990s before the Asian 
crisis, has remained around 6 - 7 % of the total. The rise coincided with the reduction in the large 
differential between developing and developed country growth found in the 1970s and with a 
reduction, in some cases a reversal, of relative protection in developed and developing countries 
(revival of protection in the developed countries; liberalization in the developing). It also 
coincided with some reduction in the growth of outflows to developing countries, suggesting that 
the same influences were affecting flows in both directions. South-South flows have risen from 
5 % in 1994 to 3 0 % in 2000 of the total FDI inflows to developing countries. (Aykut and Ratha, 
2003). Increasing cost, rivalry and saturated markets in developing countries are among the key 
drivers of FDI. In addition, the need to enhance corporate competitiveness by accessing markets, 
technologies, brand names and natural resources and the desire to increase overall efficiency have 
motivated developing countries enterprises to go abroad. FDI from developing countries is 
emerging as evidenced in studies done by Lecraw (1977), Kumar and McLeod (1981), Wells 
(1983), Linge (1984), United Nations (1985), Rasiah (1995), Chia (1996), Ragayah (1997), 
Yeung (2002), Tham (2004) and Sim (2005) which shows investment activities is no longer 
dominated by developed countries. In particular, the newly industrializing economies like Hong 
Kong, Taiwan, Republic of Korea, Singapore, and other developing countries including India, 
China, Indonesia and Thailand in East Asia also becoming prominent investor in the region. 
Similarly, like other countries in the region, Malaysia also plays an important role as capital 
exporter among the Association of Southeast Asian Nations (ASEAN). 
Malaysia has begun its own multinational corporations in mid-1970s. A growing number 
of Malaysian firms have been internationalizing their activities, investing, and setting up 
operations in other countries, particularly in the Asia-Pacific region since the mid-1980s 
(Ragayah, 1999). The Malaysian government adopted a nationalization program, in which 
Malaysian government via its state corporations started to acquire foreign companies operating in 
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Malaysia, particularly those in the tin and rubber industries. This process not only accelerated in 
momentum in the early 1980s but also was emulated by the Malaysian private corporations 
(Ragayah 1999); however, the big leap in Malaysia outward foreign investment gained 
prominence in the 1990s. Improvements in the FDI policy environment and encouragement by 
Malaysia Governments have played an important role in the internationalization process. Based 
on U N C T A D Report (2005), the internationalization of developing countries' firms through 
OFDI has been increasing. FDI from developing countries jumped from $147 billion in 1990 to 
over $1 trillion in 2004. The rank of developing countries' firms among the Fortune 500 
companies escalated from 219 in 1998 to 45 in 2005. The most prominent area where O F D I rules 
are industries like, electrical, electronics, and information technology, food and beverages, 
petroleum, telecommunications, transport, utilities, tourism and hotels. 
On the domestic fronts, the robust economic performance increased the income and 
profits of Malaysian firms beginning from the mid 1980s until 1996 (Tham, 1998). This 
acceleration was due to the several factors; firstly, Malaysia's hasty industrialization has resulted 
in an increasingly tight labor market and rising cost of labor. At the same time, labor shortages in 
Malaysia may have prompted some Malaysian firms to relocate their industries to labor surplus 
economies such as Vietnam and China. This coupled with the relative scarcity of agricultural land 
for its estate crops and a limited domestic market have induced investors to venture into the 
potentially large untapped markets of developing countries where labor, land resources are still 
abundant, and costs are relatively low. Secondly, the liberalization of certain economies, 
especially in East Asia, the Middle East and Africa, has decreased the barriers to capital flows to 
these countries to some extent. Another factor was the intensification of the globalization process 
that had brought increased international competitiveness and rapid technological advancement 
which, Malaysian companies could not afford to be contended. Finally, this changing scenario 
came at a time when the Malaysian economy has been enjoying sustained high growth since 
1980s, which brought substantial returns to the corporate sector. Armed with increasing 
experience and confidence, many companies have begun to channel their excess funds into 
lucrative investment overseas. The Central Bank of Malaysia, which monitors the flow of 
investments reported that Malaysian overseas investment trend increased from merely R M 318.0 
millions in 1980 to R M 554.0 millions in 1990 and continued to increase up to R M 1, 310.2 
millions in 1992 (Tham, 1998). Malaysian firms direct investment abroad in business activities 
significantly jumped from 22.6 per cent in 1980 to 77.0 percent in the first three quarters of 1994. 
The Malaysian outward direct investment did not stop over here and continued to penetrate in 
other economies, which resulted huge amount of investment from R M 10, 715 millions in 1996 
to R M 81, 421 millions in 2005. 
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Figure 1: Malaysian Overseas Investment ( R M million) 
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This rapid internationalization of Malaysian firms' virtues empirical research study, thus 
the main purpose of this study is to examine the process of internationalization among Malaysian 
firms into the foreign markets and compare the internationalization process of Malaysian firms 
with other developed countries. 
1.2 Internationalization - Definition 
According to Piercy (1981), internationalization is the process of planning and 
implementing products and services so that they can easily be adapted to specific local languages 
and cultures, a process called localization. Turnbull (1985) describe internationalization as the 
outward movement of a firm's operations. This c o m m o n feature has been broadened further by 
considering internationalization as a process in which specific attitudes or orientations are 
associated with successive stages in the evolution of international operations (Wind et al., 1973). 
However, this expression could be embellished on to describe internationalization as the process 
of increasing involvement in international operations and the associated changes in organizational 
forms (Welch & Luostarinen, 1988). Later, Beamish et al. (1990) suggested a new definition to 
cover the prior definition and findings; defined internationalization as the process by which firms 
both increase their awareness of the direct and indirect influences of international transactions on 
their future, and establish and conduct transactions with other countries. 
In this study, definition suggested by Beamish et al. (1990) will be adopted because it 
implies not only the dynamic and evolutionary nature of internationalization but also recognizes 
both behavioral and economic components of internationalization and allows for both inward and 
outward international activities. Finally, it implies that relationships established through 
international transaction influence the firms' growth and expansion to other countries 
(Luostarinen, 1994). 
1.3 Research Purposes 
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This study aims at examining the specific process followed by Malaysian firms in their 
efforts to internationalize into foreign markets, therefore the study need to identify the key 
influences on the process and its outcomes. Specifically, the purposes of this study are: 
• to examine the process of internationalization among Malaysian firms into the foreign 
markets and 
• to compare the internationalization process of Malaysian firms with other developed 
countries 
In order to achieve the purposes of this study as to examine the process of internationalization 
among Malaysian firms into the foreign markets and compare the internationalization process of 
Malaysian firms with other developed countries, this study will be conducted through 
investigation of three issues: Firstly, identify the firms' internationalization advantages and 
barriers. Secondly, examine the motives and market selection, link them with internationalization, 
and thirdly, develop a framework for Malaysian firms' international expansion. 
With respect to the purpose of this study, due to the lack of unique internationalization theory 
and lack of published studies about Malaysian firms and the problems might be encountered 
during the study, an exploratory case study will be conducted during the pilot-test phase. These 
exploratory case studies not only will assist in developing operational definitions, research 
questions and research design (Cooper and Schindler, 2000; Yin, 1994), but also will provide a 
guide for identifying the motives and modes chosen in the process of firms' internationalization 
in Malaysia. 
Literature Review 
2.1 Internationalization Literature 
The many strands of concerns have stimulated academic studies in internationalization. At 
the outset (1950s-1960s), much academic attention and analysis was focused on multinational 
firms with an emphasis on foreign direct investment (FDI) activities. M u c h of the early economic 
researches taking multinational firms or at least FDI as a starting point in their analysis left many 
questions unanswered regarding the development process which preceded this stage, a process 
that definitely affected the later steps. According to Welch and Luostarinen (1988), absence of 
dynamic consideration is the main deficiency of this study that limits its application to FDI 
decisions by multinational firms. 
This dynamic approach to internationalization was taken a stage further with a number of 
studies of the international operations of Swedish companies (Uppsala University; Johanson and 
Vahlne, 1997; Johanson and Wiedersheim-Paul, 1975). These studies, which adopted a 
behavioral approach to explain the process of internationalization, were important in advancing 
knowledge of the process, not only because they identified pattern of internationalization, but 
also because they attempted to outline they key dynamic factors which formed the basis of 
forward progress (Welch and Luostarinen, 1988). 
Inspired by the Uppsala Model (Johanson and Vahlne, 1977; Johanson and Wiedersheim-
Paul, 1975), a number of scholars in North America developed models (Innovation-Related 
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Internationalization models) that view the development of export activities as an innovation 
adoption cycle or as an export development 'learning curve' influenced by external attention 
evoking or internal factors (Czinkota and Johnston, 1982;Reid, 1981; Cavusagil 1980; Bilkey 
and Tesar, 1977). Both streams of research develop internationalization models that explain the 
firms' internationalization in a slow and increment manner (Andersen, 1993). 
Despite considerable support and acceptance of the Uppsala Model in most firm 
internationalization studies during the last four decades, it has been criticized from different 
angels and a number of empirical studies have even challenged its basic proposition (Forsgren, 
2002, Bjorkman and Forsgren, 1997; , 1993; Turnbull, 1985). Most of the critics refer to the 
incremental, small steps character of this model, and some have challenged its theoretical basis 
and emphasis on the internal development of a firm's knowledge and other resources (Karlsen, 
2000; Petersen and Pedersen, 1997; Andersen, 1993). Despite these criticisms, due to its general 
acceptance in prevailing literature (Buckley and Ghauri, 1999) and particularly its utilization as a 
theoretical basis in more recent empirical studies, further development and refinement of the 
model is recommended (Andersen, 1993). 
Due to the deficiencies of the Uppsala internationalization model, Johanson and Mattson 
(1988) proposed an internationalization model that adopts a more external view and is based on 
the network approach that emerged in Sweden during 1980s. According to this model, the firm's 
internationalization involves the establishment and development of a network position in foreign 
market. However, since this model is mostly based on empirical observation of European 
multinational firms that wanted to know how to undertake FDI, rather than whether such an 
investment is preferred to other alternatives (exporting, licensing, etc.), it is considered as the 
general theory of FDI. In fact this model is known as a complementary to Uppsala Model. While 
the Uppsala Model is focused on the early stage of the internationalization process, the network 
model explains the international expansion of a more internationally experienced company 
(Karlsen, 2000). 
To recapitulate, review of internationalization literature covers internationalization 
theories and models within three theoretical perspectives: economic, behavioral, and network. In 
addition to discussion about the general outline of the theories or models that identify the 
influential factors, the assumptions underlying each theory or model will be discussed in order to 
evaluate the limitations and compatibility of these theories and models to the purpose of this 
study. 
Research Problem, and Research Questions 
3.1 Research Problem 
Review of literature reveals that efforts to understand internationalization are developed 
along two main approaches: the economic approach and the behavioral approach later developed 
by applying industrial network tradition. Though these studies have made considerable progress 
in disc osing the nature and cause of internationalization during the last four decades it is still 
100-7?^° SS S defmitive t h e o ry of internationalization (Welch and Luostarinen 1988 
1997). Many firms recognize that the opportunities offered by global markets are'increasingly 
important to the success of their international operations. Most businesses produce a service or 
product that could be competitive in international markets, but are unsure of the appropriate 
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international business strategy. This often results in failing to follow up on global opportunities, 
or in entering the international arena with insufficient knowledge of managerial and economic 
considerations (Barnara, 1991). Academic literature and business writings in international 
business filled with cases and studies of firms that have attempted to internationalize their 
operations or enter the global market only to face numerous obstacles that led to failure (Johnson, 
2003). 
Empirical evidence on the above issues from the Malaysian context is very limited. The 
substantial Malaysian firms' growth and development is very important for country development 
and national competitiveness. Therefore, it is imperative to provide more meaningful 
understanding of internationalization faced by Malaysian firms. The identification of the barriers 
and motives of firms' internationalization could be used for the preparation of appropriate 
support programs by Malaysian government. Hoesel (1999) stated, "What is seriously lacking at 
present, are new empirical findings that will enable us to make theoretical statements and 
hypothesis more concrete". More empirical studies are required to provide more data on the 
applicability of extant theories on the internationalization of firms from Malaysia. 
Historically, this research has focused most often on established, large multinational 
companies from developed countries (McDougall and Oviatt, 2000). Regarding the 
internationalization of Malaysian firms, review of empirical studies shows that none of 
theoretical perspectives developed to explain the firms' internationalization fully capture actual 
internationalization of the firms in Malaysia (Ragayah 1999; Sim, 2005). As a result, the research 
problem is formulated as follows: 
• How can the process of internationalization of the Malaysian firms be described9 
This study attempts investigate how the Malaysian firms coped with the rapidly growing 
global economic environment and adopted the fast pace of internationalization process compared 
to the internationalization process in other developed countries. Based on the research problem, 
three research questions are proposed to gain a better understanding of the process of 
internationalization among Malaysian firms into the foreign markets. 
The first research question: 
What is the nature of internationalization advantages of Malaysian firms? 
Internationalization advantages have been categorized in different ways. The most general 
distinction is made between comparative and competitive advantages (Kogut, 1985). 
Comparative advantages are based on relative factor prices in a particular country. According to 
international trade theory, a country would export goods that use factors that less costly with 
respect to other countries. Competitive advantages are developed at a firm level and include 
economic of scale, economies of scope and economies of learning. This investigation will clarify 
the evolution of such advantages over time and h o w its bear on the internationalization of 
Malaysian firms. 
The second research question: 
What affect the realization of the Malaysian firms' internationalization process through selection 
of entry mode and market? 
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• t« pvnprience and knowledge, increases the risk and uncertainty, and is 
Lack of W ™ V ™ X T Z Z l decisions Inlh s situation the firm can alter the perceived 
likely to constrain^the market s e r v ™ ^ ^ £ .
 h[h ^ mi ht be counterbalanced by the 
risk exposure by the choice,tf T 1 " ^ ^ ^ V f t h o i i t knowledge and experience in a 
use of a low commitment mode such as, * ™ ^ of operations. Therefore, firms 
STX — In •^^J^t^^ « ^Ivement and control 
uch a o e S Vestment (Benito and Welch, 1994). Through this research question a profile of 
^ s S a y T a n multinational firms will be developed and will provide some insights into 
how and why these firms had successfully entered the international arena. 
The third research question. 
What are the key forces that motivate the internationalization process^ 
Karagozoghi and Lindell (1998) noted that what motivated firms to go for 
internationalization are because, global market opportunities are more promising than the 
domestic market. Whereas, inquiries from potential foreign buyers, insufficient domestic market 
volume to achieve competitive R & D , domestic market saturation, and critical knowledge and 
resources are not domestically available. It also noted that the motive of internationalization is 
different from firm to firm, since they are different in industries, strategic objectives and 
business-operations. The differences in motives of participating in international market and 
process of internationalization are not well understood yet in developing countries, particularly 
among the Malaysian firms. Therefore, the results that will address this research question will be 
divided into two broad dimensions. That is those aspects responsible for initiation of 
internationalization and those aspects responsible for accelerating or slowing the firm's 
internationalization process (accelerators and barriers), later on, both aspects responsible will be 
linked for determining what form of internationalization has occurred. 
The fourth research question: 
What is the framework of firms' internationalization in Malaysia? 
Interest in identifying an integrated framework of Malaysian firms' internationalization, 
follows from the widely accepted logic that: multinational firms are keys for developing outward 
foreign direct investment, employment creation and general economic development. Therefore, 
the present lack of an integrated firm internationalization framework makes it difficult to 
formulate reliable policy prescriptions that will result in the desired outcomes of creating and 
sustaining international firm performance. However, whereas previous study has not identified a 
common internationalization process that is followed by Malaysian firms, the combination of 
empirical results will be given in respect of research questions one through to three will lead to a 
different conclusion regarding the internationalization process of firms in Malaysia. The 
framework will be representing general internationalization process of Malaysian firms and other 
developing countries as well. 
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Methodology 
4.1 Research Method 
According to Guba and Lincoln (1994), there are two methods of research available -
qualitative and quantitative. The qualitative method implies an emphasis on processes and 
meanings that are not measured in terms of quantity, amount, intensity or frequency. The 
qualitative method provides a deeper understanding of the phenomenon within its context; 
exploratory analysis. In contrast, quantitative method emphasizes on the measurement and 
analysis of causal relationships between variables, not processes; confirmatory analysis. 
Moreover, qualitative method stresses the socially constructed nature of reality, which is 
appropriate for understanding the phenomenon under investigation (Cochran and Dolan, 1984). 
In this respect, a qualitative method suits the purpose of this study to improve the 
robustness of the outcome. In addition, via the qualitative method, the complex process of firms' 
internationalization will be analyzed. Another significant of this method is to examine the firms' 
competitive advantages, barriers, motives, entry modes chosen, and then links them to firms' 
internationalization. 
4.2 Research Design 
Five key constructors will be used as measuring instrument, including firm behavior and 
characteristics, competitive advantages, barriers, motivational factors, and entry modes. For 
practical purposes, firms' sample will be drawn from the Malaysian Ministry of International 
Trade Industries Directory. The sample would be strictly based on those Malaysian firm which 
conducting their businesses operations outside Malaysia. Manufacturing industry would be the 
sole source of the sample. Prior to the interviews, postal and electronic questionnaires will be 
sent to key informants, such as, managing directors or senior managers to introduce the study 
project and to find out if the key informant is willing to cooperate. 
Besides the interviews and questionnaires, data will be supplemented with secondary 
materials such as annual report; prospectus, news releases, and publications will be requested 
from the selected firms. Data from other published sources, including manufacturing industry, 
professional periodicals, journals and internet websites will be used as a follow up validation and 
to provide specific illustrations. 
4.3 Data Analysis 
While analyzing the data, it should be noted that understanding and analysis in this study 
would evolve through an iterative process of discussion, by interview and questionnaire, with the 
key informants in the process of firm internationalization. Therefore, both qualitative and 
quantitative methods will be adopted. 
s 
Conclusions and Implications 
5.1 Significance of Study 
The firm internationalization process within the Malaysia context is significant from a 
number of perspectives. First, there is very little published research on the subject to the extent 
that most of what is known about firm internationalization research emanates from outside 
Malaysia. Second, the Malaysia economy as in other developing countries is driven by firm 
business operations and therefore, governments within these countries are keen to grow and 
expand its internationalization potential (Sim, 2005). Third, from a micro perspective, Malaysian 
firms are growing at fast rate and they are viewed as vehicles of innovation, employment, social 
and cultural regeneration (Tham, 1998; Ragayah, 1999 and Sim, 2005). 
In spite of some existing research and scattered anecdotal evidence, the phenomenon of 
the internationalization of Malaysian firms is largely unexplored. Therefore, n e w research is 
needed in order to understand the international expansion of firms from Malaysia. First, the 
internationalization process of Malaysian firms needs to be examined. The existing evidence 
from advanced economies provides insights about the nature of the internationalization process, 
but it is not directly applicable to firms based in developing countries and Malaysia particularly, 
because different levels of national economic and institutional development invalidate underlying 
assumptions of existing theories. Second, actual internationalization advantages of Malaysian 
firms need to be identified and categorized. The sources for those advantages also need to be 
explored. Third, firms' motives that lead to international expansion under the Malaysian 
economic context have to be investigated. Fourth, the relationship between the international 
market selection and entry modes chosen needs to be defined along with its economic logic, and 
identified the determinants of international success. Finally, a framework for international 
expansion needs to be developed for a better understanding of the integrated process of firms' 
internationalization within Malaysian context and developing countries, also. 
This study will contribute to the knowledge gap with empirical data from rapidly 
internationalizing firms, in respect of the Malaysian firms' experiences, organizational learning 
and capability creation that will offer fruitful approaches to understanding the dynamic of firms' 
expansion. The resulting model could assist policy makers to improve existed support programs 
for businesses to overcome barriers and enhance performance in internationalization process. At 
the same time, the managers and entrepreneurs of Malaysian firms will able to improve their 
knowledge and commitment with foreign operations. Furthermore, this study will provide 
practical advice on how firm international business development can be encouraged, given its 
importance to economic growth prospects within Malaysia. 
5.2 Limitations of Study 
,nv *, H^n118 t0 ^arsha!.and Ross™n (1999), any study has limitations. The limitation of 
any study will vary depending on the deliberate and unconscious choices taken However 
ofZ^r^Vt^"8 ^l68 that S°methin§ dse Wil1 n0t be Studied The first limitation 
of this study is stated through selection of the problem area and its focus on investigation of 
internationalization of manufacturing firms in Malaysia. The other limitations are related to the 
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theoretical approaches adopted in this study, the underlying assumptions behind the research 
problem, and the research questions. As discussed above, this study will be located in Uppsala 
and Eclectic Paradigm theoretical perspectives and related internationalization studies. Framing 
this study in these theoretical traditions will place limits on the research, limits that partly could 
be explained by the assumptions underlying these theories. 
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